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PREFACE 



In April 1984, the National Commission for Employment Policy initiated 
a multi-year investigation of "Changes in the Workplace." ^ Z« 
ItiVl il V k*'^ Ch * nge in the A» er ^ c * n economy being analyzed under 

wnat ^if i!"' th / i ™, it l S ^.nationalization of the U.S. economy and 
what this means for D.S. labor markets. The first change studied was the 

poUcv JLSE^V 11 *S WrkpUce: * ™ lu » e containing the Commission V 
policy statement and ataff report was published in March 1986. 

The authors of this report. Dra. Charles Stone and Isabel Sawhill have 
analyzed how trade has affected and is likely to affect the economy aJong 

1972 1984, the outlook for employment zo 1990 under four different 

atU l i98U f S / eUted t0 -orkers. The authors draw 

policy-relevant conclusions from their research that will be helpful to the 
Commission in formulating recommendations to the President and Congress. 

The report indicates that increased international trade has been 
SJESt !f ? .•w 1 " 8 ln Che ^upational. industrial and geographic 
^ °* ^ ob » ln the *•«• economy, but not with any significant 
2!2£Ji 4 employment. Total employment is largely determined by 
macroeconomic monetary and fiscal policies. Stone and Sawhill point to the 
importance for total employment of macroeconomic policies consistent with 
strong economic growth over the remainder of the decade; focusing policy 
attention on reducing the trade deficit alone will alter the balance of 
employment across industries, but not produce significant net job growth. 

Workers and firms adversely affected by trade are concentrated in 
particular regions and industries. Their resistance to loss of markets and 
Jobs to foreign competition can make realization of the gains to the nation 
from trade more difficult. The report concludes that effective adjustment 
programs are needed to distribute the burden of change more fairly. 

The project on employment effects of increasing internationalization 
was designed by three members of the Commission staff.- Stephen Baldwin, 
team leader; Carol Romero and Sara Toye, under the general aupervision of a 
Commission work group chaired by Commissioner D. Quinn Mills. This tea* 
has cverseen the efforts of the contractora on this project. The 
Commission expresses its appreciation to Drs. Stone and Sawhill for their 
thoughtful work. However, the findings and conclusions of this study are 
those of the researchers alone, and ahould not be construed as representing 
the views of either the Commission or its ataff. 

NOTE: A technical appendix, summarizing the study methodology and 
containing detailed tables, is available on request from the Commission at 
K Street N. W. Suite 300, Washington, D.C. 20005. 
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EXECUTIVE SUMHARY 



LABOR MARKET IMPLICATIONS OF THE GROWING 
INTERNATIONALIZATION OF THE AMERICAN ECONOMY 

by 

Charles F. Stone and Isabel V. Sawhill 1 

Once largely insulated from the rest of the world, the U. S. economy has 
becoS^ealinginnternationalized in recent years. This has raised fears in 
s^Tquarters thlt international trade is costing Americans jobs and threatening 
f^nHSndardsin this country., but the labor market implications of the 
qZSt&g internationalization of the American economy are more subtle than these 
fears suggest. 

Rather than costing the American economy jobs, international trade has 
chanced where lobs are being created and where they are being lost. 
fSSten^rtheaverage JSrican has benefitted from the lower prices and 
oreater Choice among goods afforded by expanding trade. Finally, the labor 
Srket «53i rf«S5 facing international competition have been aggravated 
short run Ixchange rat? movements that are already beginning to be reversed. 

Nevertheless, some workers, firms, and communities face difficult adjustment 
problems arising from the growing internationalization of the American economy. 
Unless these costs are identified and proper policy responses developed, 
adversely-affected groups are likely to resist change and the potential gams 
from trade are unlikely to be realized fully, even though they may in the 
aggregate be much larger than the costs to those facing adjustment. 

The Impact of Trade on Employment , 1972-1984 

Many people believe that the United States first began to show signs of a 
serious deterioration in international competitiveness in the 1970s. In fact, 
the United States ran trade surpluses during most of the 1970s and more jobs 
were created by exports than were lost to imports, in 1972 exports created 3.6 
million jobs (4.4 percent of all jobs in the economy) while imports replaced 3.5 
million jobs. By 1979 exports created 6.6 million jobs (6.7 percent of all 
Hobs) while imports replaced only 5.6 million jobs. Moreover, among industries 
Offering declining employment during the 1970s, factors other than trade were 
responsible in all but a few cases. 

Things changed dramatically in the 1980s. The pursuit of a macroeconomic 
policy^fntnglarge federal budget deficits with monetary restraint produced 
nlgnlfnSest rates, a sharply appreciating dollar, and a large trade**! cit. 
The net impact of trade on employment turned negative as *2-?^5I Df 

jSs attributable to exportTfell slightly between 1979 and 1984 while the 
nu^fof jote replaced by imports surged. The balance between the number of 

1 Senior Research Associate and Co-Director, respectively, Changing Domestic 
Priorities Project, the Urban Institute, 2100 M St., N.W. , Washington, DC 
20037. Opinions expressed are those of the authors and do not necessarily 
represent the view of the Urban Institute or its sponsors. 
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iobs created by exports and the number of jobs replaced by imports, which showed 
a surplus of nearly a million in 1979, showed a deficit of more than a million 
in 1984, and trade became an important factor contributing to employment losses 
across a much wider range of industries than in the 1970s. 

Nevertheless, 6.2 million new jobs were generated throughout the economy 
between 1979 and 1984 and it is unlikely that many more would have been 
Generated if trade had been more balanced. Father, the Federal Reserve might 
n!ve excised even greater restraint between 1979 and 1984 if it had not been 
for the effect of the strong dollar and import competition in keeping inflation 
down. 

The Impact of Trade on Specific Industries and Groups 

Althoudi changing trade patterns probably had little effect on the total 
number of jobs generated in the economy between 1972 and 1984, they did affect 
where jobs were generated. Without the fall in the exchange rate and increase 
in the trade surplus that took place between 1972 and 1979 there would have been 
371,000 fewer jobs in agriculture in 1979, 221,000 fewer jobs in manufacturing, 
and 592,000 more jobs in the rest of the economy, most of them in services. 
Without the rise in the exchange rate and the trade deficit between 1979 and 
1984, there would have been 116,000 more jobs in agriculture in 1984, 1.7 
million more jobs in manufacturing, and 1.8 million fewer jobs in the rest of 
the economy, with most of the reduction occurring in services. Thus, trade 
slowed any long run trend toward greater growth in the service sectors between 
1972 and 1979 but accelerated that trend between 1979 and 1984. 

The list of declining industries in which trade was an important 
contributing factor was quite short for the 1972-1979 ^"£2! J *Tn 

apparel and leather products. It was much longer for the 1979-1984 period, in 
some industries, including steel, food products, and many machinery industries, 
trade was important, but other factors contributed as well. In other 
industries, including automobiles and textiles and apparel, the decline could be 
attributed entirely to trade since the contribution of all other factors was 
positive. Even in the 1979-1SB4 period, some industries, most notably 
electronic equipment and accessories, showed strong employment gams despite 
heavy losses due to trade. 

The impact of changing trade patterns on occupations and demographic groups 
accords with our common sense view of what has happened in recent years. By 
stimulating employment in services and discouraging it in farming and 
manufacturing, trade has stimulated white collar and service employment at the 
expense of blue collar and rural employment. Furthermore, the kinds of jobs and 
industries whose employment has been stimulated typically employ a higher 
proportion of women and younger workers than the industries in which job growth 
has been discouraged. The only somewhat surprising result is that nonwnites 
have not shared in the gains achieved by women and teenagers. In general, 
however, the net impact of trade on any group has been quite small (typically 
less than 1 percent of that group's total employment). 

Projections to 1990 

Projections of employment growth to 1990 under four different macroeconomic 
scenarios show that an improvement in underlying macroeconomic conditions can 
restore more balanced job creation across industries. However, if the federal 
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budget deficit and the trade deficit are not reduced, the decline in 
manufacturing and agriculture relative to services will continue to be 
aggravated, even with strong economic growth. For example, 60,000 more jobs are 
created in agriculture and 416,000 more jobs are created in manufacturing in a 
scenario combining strong growth with a reduced trade deficit than are created 
in a scenario combining equally strong overall employment growth with a 
continuing large trade deficit. 

Thus, reducing the trade deficit is important for restoring more balanced 
job creation across industries. However, it is even more important for job 
creation in almost til industries to achieve high employment than it is to 
improve the trade balance. In manufacturing, for example, 256,000 more jobs are 
created in a scenario combining strong growth with a continuing large trade 
deficit than in a scenario combining weaker growth with a smaller trade deficit. 
Obviously, it is better still to combine strong growth with a smaller trade 
deficit. 

Policies to Aid Dislocated Workers 

The focus of this study is on identifying the kinds of workers who are 
likely to face economic dislocation due to international trade. However, the 
problems faced by these workers are not fundamentally different from the 
problems faced by workers dislocated by other kinds of economic change. We 
estimate that perhaps 5 percent of all workers who suffer some unemployment 
could be considered dislocated and in need of special assistance. The program 
now in place for treating such dislocated workers, Title III of the Job Training 
Partnership Act ( JTPA) , reaches only about a fifth of those who seem to need it. 

JTPA is the latest in a series of programs aimed at assisting displaced 
workers. Some of these programs have focused specifically on trade-related job 
losses but not all have. 

The Manpower Development and Training Act (MDTA), which operated from 1962 
to 19?3, was originally designed to address the problems of structural 
unemployment among adult workers, but it evolved into a program in which two- 
thirds of the training positions went to youth and disadvantaged workers. The 
large literature evaluating this program suggests that training was effective in 
allowing participants to compete more effectively for existing jobs and to 
achieve more stable employment, though not generally higher hourly wages or more 
highly-skilled positions than they had before the training. Nor is there good 
evidence on whether the earnings gains initially afforded program participants 
(about §1300 per year in 1984 dollars) were maintained long enough for the 
program to be judged cost-effective. 

Trade Adjustment Assistance (TAA), which began in 1962, was designed to 
provide assistance specifically to those losing jobs due to imports. The 
program is now widely conceded to have been a failure. Few people were served 
initially and a large number of those who were served ended up returning to 
their old employers, suggesting that the program was serving those facing 
temporary layoffs rather than those facing true dislocation. 

This experience with TAA calls into question the strategy of focusing on the 
cause of job loss rather than the consequence of job loss in designing a 
program. Adjustment assistance programs are needed for those who face a 
permanent job loss and difficulty finding a new job, regardless of the cause of 
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the job loss. Workers facing temporary earnings losses caused by import 
competition do not in principle have a greater claim on assistance than those 
facing temporary earnings losses for other reasons who are eligible only for 
unemployment compensation. 

The Comprehensive Employment and Training Act (CETA) , which replaced MDTA in 
1973, was the nation's major employment and training program until it expired in 
1982 but it never served many dislocated workers. The current program is Title 
III of JTPA , but it is too early to know how effective it has been in assisting 
dislocated workers. 

In an attempt to learn more about the best way to assist dislocated workers, 
the Department of tabor funded seven pilot projects in the 1980s and initial 
evaluations of their impacts are available for two of these projects. Both 
provided evidence that job search and placement assistance were successful in 
increasing participants' probability of being employed and in raising their 
earnings. Evidence of the benefits and cost-effectiveness of training was 
somewhat weaker. 

Clearly, the United States has not had a systematic program to assist 
dislocated workers. Nor is it easy to draw lessons from the disparate. set of 
programs that have in one way or another met some of the needs of some 
dislocated workers. The provision of cash assistance does not seem to promote 
adjustment, but, if properly targeted, does seem to compensate workers for the 
lower earnings they must frequently accept as the cost of adjustment. Programs 
offering a full range of training and job-search assistance do seem to be 
successful, at least in the short run, for highly-motivated workers in 
relatively strong local labor markets. Job search assistance seems to be more 
cost-effective than training, and basic education seems to be as necessary as 
vocational training. However, the design of effective programs remains hindered 
by a lack of knowledge in areas as basic as identifying who are dislocated 
workers and evaluating the extent to which assistance programs actually lower 
the number of unemployed workers rather than simply giving program participants 
an advantage over non-participants in the competition for jobs. 

Conclusions and Policy Recommendations 

This study of the labor market implications of the growing 
internationalization of the American economy has provided evidence that 
international trade developments indeed have had an adverse impact on employment 
in many industries in recent years. However, these impacts seem to have been 
caused much more by short run changes in the exchange rate arising from the 
particular mix of monetary and fiscal policy that has been pursued over the past 
few years than by a fundamental deterioration of U. S. competitiveness in world 
markets. Moreover, trade has had much more of an effect on where new jobs have 
been created — in service and other non-trade-sensitive industries and not in 
manufacturing and agriculture — than on the total number of jobs created. 
Nevertheless, U. S. labor markets do face adjustments arising from the 
increasing international ization of the economy and some workers will lose their 
jobs and have little prospect of getting the same jobs back or of remaining in 
the same industries. 

The problems of those facing temporary unemployment due to the overvalued 
dollar and large trade deficit are best addressed by getting our macroeconomic 
house in order. Continued progress in reducing the federal budget deficit 
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together with a somewhat more stimulative monetary policy can bring down 
interest rates and the exchange rate and achieve more balanced growth. As long 
as oil prices remain weak, the risk of inflation associated with a falling 
dollar and expanding economy remains relatively small. 

The problems of those facing longer run structural adjustments are not 
likely to be solved by macroeconomic policy alone, although it is true that it 
will be easier for those losing jobs in shrinking industries to find new jobs xt 
the overall labor market is strong rather than weak. Our experience with past 
programs to aid dislocated workers suggests that carefully targeted adjustment 
assistance programs can improve the re-employment prospects of dislocated 
workers. Job search and placement assistance appear to be more cost-effective 
than training. 

Finally, it is important to recognize the futility of pursuing protectionist 
policies, import restraints may protect some jobs in some industries in the 
short run but they cost jobs in other industries at the same time and they 
prevent the kinds of long term adjustments that are necessary for healthy long 
run qrowth. well-designed adjustment assistance programs stand a better chance 
of helping those hurt by trade while at the same time facilitating appropriate 
adjustments to changing economic conditions. 
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LABOR MARKET IMPLICATIONS OF THE GROWING 
INTERNATIONALIZATION OF THE AMERICAN ECONOMY 



I . Introduction 

Many people believe that the United States first began to show signs of a 
serious deterioration in international competitiveness in. the 1970s. In fact, 
the United States ran trade surpluses during most of the 1970s, and, according 
to estimates of the net impact of trade on employment developed in this study, 
more jobs were created by exports than were replaced by imports (Table 1)> 
Moreover, among industries suffering declining employment during the 1970s 
factors other than trade were responsible in all but- a few cases representing 
only a small fraction of total employment. 

Things changed dramatically in the 1980s. Net exports peaked in 1981, and a 
I.- and growing trade deficit had emerged by 1984. The net impact of trade on 
fc^oyment turned negative as well, according to our estimates. Whereas jobs 
created by exports exceeded jobs replaced by imports by neatly 1 million in 
1979, jobs created by exports fell short of jobs replaced by imports by more 
than a million in 1984; and trade became an important factor contributing to 
employment losses across a much wider range of industries than in the 1970s. 

What caused this reversal? The most important factor is almost surely the 
sharp appreciation of the dollar after 1980. Figure 1 shows that the behavior 
of the exchange rate and the behavior of net exports are almost mirror images of 
one another between 1972 and 1984. This correlation is borne out in more 
careful studies of the causes of the trade deficit. 4 ' Most of the deficit is 
explained by the strength of the dollar. Unfair trade practices among our 
trading partners, the loss of markets in less developed countries due to their 
debt crisis, and slower growth among our trading partners are of lesser 
significance quantitatively and have been offset for the most part by declining 
oil imports. 

Our concern in this study is not with the causes of the strong dollar and 
the trade deficit, but with their effects on employment, both at the aggregate 



1 Exports "create" jobs in the sense that they generate output and employment 
over and above what would be required to meet domestic demand with domestic 
production. Imports "replace" jobs in the sense that they reduce the 
domestic output and employment needed to meet domestic demand. However, the 
number of jobs required to meet domestic demand with domestic production is 
a hypothetical concept, and most of the jobs classified as "replaced by 
imports" never existed in the first place. Thus, the slightly misleading 
phrase "jobs replaced by isports" is shorthand for the more cumbersome 
phrase "jobs lost to imports and jobs that vera never created because 
imports substituted for domestic production." 

2 See, for example, Congressional Budget Office, The Economic and Budget 
Outlook, August 1985, pp. 46-51. 
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TABLE 1 

Employment Attributable to Trade and Domestic Spending 1972-1984 

(millions of jobs) 





Total 1 


2 

Exports 


Imports 


Met 
Exports 


Domes t tc 
Spending 


Levels: 












1972 


82.2 


3.6 


-3.5 


0.1 


82.1 


1979 


98.8 


6.6 


-5.6 


1.0 


97.8 


1984 


105.0 


6.5 


-7.5 


-1.0 


106.0 


Changes: 












1972-1979 


^6.7 


3.0 


-2.1 


0.9 


15.3 


1979-1984 


6.2 


0.1 


-1.9 


-2.0 


8.2 



SOURCE: Authors' calculations. See Appendix A. 

1* Civilian employment. 

2. Employment required to produce exports* 

3. Employment required to replace imports with domestic production. 

4. Employment required to satisfy domestic demand for consumption, 
investment p and government purchases with domestic production. 
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FIGURE 1 
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level and on an industry-by-industry basis. After presenting a brief conceptual 
framework for evaluating the intact of trade on employment, we present estimates 
of how trade has affected employment in different industries, occupations, 
demographic groups, and regions between 1972 and 1984. We also provide 
projections of how employment will be affected between now and 1990 under four 
different macroeconomic scenarios. 

One reason for trying to get a better understanding of the impact of trade 
on workers in different industries, occupations, demographic groups, and regions 
is to be able to design appropriate public policies for assisting those who are 
dislocated by changing trade patterns. However, appropriate policies for 
dislocated workers should probably not be limited to those dislocated by trade. 
Therefore, in the second half of this study we examine the problems of 
dislocated workers generally and we evaluate past programs aimed at assisting 
those who have been dislocated by trade or other economic changes. 
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II. The lapact of Trade an aployment: A Conceptual Framework 
Trade and Aggregate Employment 

A problem faced by anvone trying to understand the impact of growing trade 
on U. S. labor markets is* to separate effects due to trade from effects that 
would have taken place even in an economy less open to trade. A common error is 
to infer from estimates of the number of jobs lost to trade that the total 
number of jobs in the economy would be that much higher in the absence of trade. 
In fact, the total number of jobs generated in the economy depends much more on 
the level of aggregate demand set by monetary and fiscal policy than on the 
particular components of that demand. Careful studies of the impact of trade on 
employment have found little net impact at the macroeconomic level: jobs lost 
to imports tend to be offset by jobs gained elsewhere in the economy, usually as 
a result of expanding exports.' 

Even recently in the United States, despite a rising dollar and a widening 
trade deficit, jobs lost in industries affected by trade are being made up 
elsewhere and employment has continued to grow. Although we estimate that 
changing trade patterns resulted in a loss of about 2 million jobs between 1979 
and 1984, changing patterns of domestic demand resulted in a gain of more than 8 
million jobs. Overall, the economy gained 6 million new jobs despite serious 
adverse trade effects. Moreover, it is unlikely that job growth would have been 
substantially greater even with favorable trade effects. For more jobs to have 
been generated, the Federal Reserve would have had to be willing to allow the 
money supply to grow more rapidly, but without the help against inflation 
afforded by a strong dollar and import competition, it is unlikely the Fed would 
have been willing to be more expansionary. 

The Impact of Trade on Employment Patterns 

Although changing patterns of international trade are unlikely to have a 
major impact on the total number of jobs generated in the economy, they do have 
an effect on where the jobs are generated. Industries in which the united 
States is a relatively low cost producer will expand when exports grow while 
industries in which the United States is a relatively high cost producer will 
shrink in the face of growing import competition. Workers with the particular 
skills required in the expanding export industries or living in areas with a 
relatively high concentration of export industries will enjoy expanding job 
opportunities while workers with the particular skills employed in import- 
competing industries or living in regions with a relatively high concentration 
of import-competing industries will suffer diminished job opportunities. 

In a textbook economy, wages will begin to rise in expanding industries and 
regions and they will begin to fall in contracting industries and regions. This 



3 See, for example, Robert 2. Lawrence, "Is Trade De-Industrializing America?" 
Brookings Papers on Economic Activity 1, 1983, pp. 129-171,* and Robert E. 
Baldwin, John H. Mutti, and J. David Richardson, "Welfare Effects on the 
United States of a Significant Multilateral Tariff Reduction," Journal of 
International Economics 10 (1980), pp. 405-423. 
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will encourage workers to move from contracting industries to expanding 
industries and encourage firms to move into lower wage regions while eschewing 
higher wage regions. In this way, resources will be allocatec, to their most 
efficient use, high employment will be maintained, and national income will be 
as larqe as possible, in the real world, of course, workers in contracting 
sectors may be unable to find or unwilling to accept new jobs in expanding 
sectors. Firms in expanding industries may not move readily into areas that 
have lost jobs. Workers hired in expanding industries may not be the same 
people who have lost jobs in contracting industries. 

Advocates of free trade properly stress the long term gains to the economy 
from adjusting to changing patterns of international e^petitiveness. The 
average consumer benefits from the lower prices and greater variety of products 
available for consumption in an economy that is becoming increasingly open to 
trade and living standards rise. However, the labor market adjustments 
associated with this openness may be costly. Moreover, the gains from trade are 
broadly shared but the costs tend to be borne by specific industries, regions, 
and classes of workers. Unless these costs are identified and proper policy 
responses developed, adversely affected groups are likely to resist change and 
the potential gains from trade are unlikely to be realized fully, even though 
they are in the aggregate much larger than the costs. 

Trade and Long Run Structural Change 

Conventional economic models of the impact of trade on employment and 
earnings take a long run view that abstracts from these short run adjustment 
problems. In these models, trade encourages the production of those goods and 
services thaw make relatively intensive use of a country's abundant factors of 
production (which might be labor, capital, or natural resources) and encourages 
the importing of those goods and services which, when produced domestically, 
make relatively intensive use of the country's scarce factors of production. 
Trade raises the earnings and employment opportunities of the country s abundant 
factors and lowers the earnings and employment opportunities of its scarce 
factors. 

Although the United States might seem to be the world's most capital-rich 
country, evaluations of the factor content of U. S. imports and U. S. exports 
have revealed a fairly persistent and paradoxical result, namely that the United 
States tends to import goods that use capital relatively intensively and to 
export goods that use labor relatively intensively. 4 Taken at face value, these 
results imply that increasing openness should raise the demand for laisor 
relative to capital and hence raise wages and employment. 

In the course of trying to understand this paradoxical result, however, 
economists have come to emphasize the importance of distinguishing among 
different kinds of labor rather than treating labor as a homogeneous input. The 
United States, having a relative abundance of skilled labor and a relative 
scarcity of unskilled labor compared to the rest of the world, has been found to 



The classic work is Wassily Leontief , "Domestic Production and Foreign 
Trade: The American Capital Position Re-examined," in Richard Caves and 
Harry* Johnson, eds. £ Readings in International Economics ; Homewood: Irwin; 
1968. See also, Robert £. Baldwin, "Determinants of the Commodity Structure 
of U. S. Trade," American Economic Review , no. 1, 1971. 
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export goods produced with relatively skilled labor and to import goods produced 
with relatively unskilled labor. Thus, increasing openness should lead to 
increased demand for skilled labor and reduced demand for unskilled labor. 
Earnings of the former will rise while earnings of the latter will fall. 

Short Run Adjustment Costs 

Although conventional models of the impact of trade on employment and 
earnings may properly emphasize the direction of long run adjustments associated 
with changing trade patterns, they say little about how quickly workers will 
adjust to these changes. Some workers may move easily among jobs, but others 
with investments in specific skills, union wage premiums, ccsmmonity or family 
ties, or a lack of knowledge of alternatives will not move so readily, 
especially if the only prospects they face entail lower earnings than they have 
enjoyed in the past. 

if enough workers in industries that are contracting under the pressure of 
imports are unable to find, or unwilling to accept, new jobs, there may be an 
increase in structural unemployment that is not susceptible to a macroeconomic 
policy cure except at the cost of higher inflation. This will be so if workers 
in contracting sectors do not move to where new jobs are being created but a 
shortage of workers in expanding sectors puts upward pressure on wages there. 
Of course, there may simply be an offsetting reduction in structural 
unemployment in expanding sectors, in which case some workers' job prospects 
will get worse, but other workers r job prospects will improve. Nevertheless, 
the possibility of an increase in structural unemployment due to changing trade 
patterns and worker dislocation is an important qualification to our earlier 
conclusion that trade has a negligible impact on aggregate employment. 

Quite apart from its possible impact on long run structural unemployment, 
increasing openness can complicate macroeconomic stabilization policy and 
increase unemployment in the short run. When an increasing amount of U. S. 
output goes to satisfying export demand and an increasing amount of U. S. 
consumption is satisfied by imports, the trade balance, and hence the pattern of 
labor demand, becomes increasingly sensitive to world economic conditions and 
the foreign exchange value of the dollar. When the rest of the world's economic 
recovery lags behind that of the United States, for example, U. S. producers 
find it difficult to sell abroad while foreign producers look to the U. S. 
market to maintain sales in the face of a weak home market. Similarly, with 
increasingly open international capital markets, volatile capital movements can 
cause exchange rate movements that hurt U. S. competitiveness in the short run. 

Thess cyclical effects, which have little to do with long run 
competitiveness, may nevertheless add to the dispersion of unemployment across 
industries. Much like the structured unemployment arising from changing 
patterns of long-term competitiveness, this rise in the dispersion of 
unemployment across industries may increase the aggregate unemployment rate at 
which inflation is stable, leading policy makers to accept a higher level of 
unemployment than they would if the economy were less sensitive to foreign 
trade. 

Thus, some of the changes in U. S. labor markets cue to the growing 
internationalization of the American economy reflect longer run, structural 
changes in the pattern of U. S. competitiveness in world markets, while others 
reflect shorter run, cyclical changes in macroeconomic policy and the exchange 
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rate* Workers losing their jobs due to long term structural change face 
different problems and different re-employment prospects froL* workers 
experiencing cyclical unemployment. It is therefore worth distinguishing 
carefully between these two different kinds of labor market effects due to 
trade. 

Long Run Structural Change versus Short Run Policy Shocks 

Over fairly long periods of time, exports and imports tend to move together 
in response to changing patterns of international competitiveness * For example, 
if the United States begins to suffer from import competition in certain 
industries, say standardized manufactured goods that can be produced more 
cheaply in newly-industrializing countries, it may experience a temporary trade 
deficit due to rising imports of such goods. However, such a trade deficit 
tends to be self-correcting. Unless the r*st of the world is willing to build 
up its financial claims against the United States forever, the demand for 
dollars will fall and the dollar will depreciate. This depreciation will make 
U. S. exports more competitive, stimulating output and employment in the export 
sector. 

Similarly, if the U. S. should begin to experience difficulty competing in 
export markets, it will also experience difficulty acquiring the foreign 
exchange necessary to buy imports. This too will cause the currency to 
depreciate, making imports more expensive and increasing the share of output in 
import-competing sectors supplied by domestic producers. Thus, incipient trade 
imbalances brought on by changing patterns of long-term international 
competitiveness tend to bring on self-correcting exchange rate movements that 
keep the volume of exports and the volume of imports roughly in balance • The 
adjustment of output and employment in different industries and regions to 
changing conditions of long-term international competitiveness represents an 
efficient response to these changes. Policies designed to cushion the shock of 
adjustment for those bearing the greatest costs must be careful not to interfere 
unduly with the adjustment process itself. 

Changes in the exchange rate arising from the pursuit of divergent and 
uncoordinated macroeconomic policies by the United States and its trading 
partners have a quite different effect from those arising from long term changes 
in international competitiveness. If, as in the 1970s, the United States tries 
to keep interest rates low, for example, in order to try to expand the economy, 
while its trading partners try to keep interest rates higher to restrain demand 
and control inflation, international investors will find it worthwhile to move 
some of their short-term liquid assets out of the United States and into foreign 
assets. This will lower the demand for dollars in the foreign exchange market 
and produce a depreciation of the dollar- Such a dollar depreciation will make 
imports more expensive and exports cheaper. Exports will rise and imports will 
fall, expanding output and employment in export-oriented and import-competing 
industries at the expense of industries less involved in trade. 

Similarly, if, as more recently, the U. S. pursues policies that raise 
interest rates in the United States relative to those in the rest of the world, 
international investors will find it worthwhile to move assets from the rest of 
the world into the United States. This will cause the value of the dollar to 
rise, reducing exports and increasing imports. Output and employment in the 
traded-goods sector will fall relative to output and employment in the rest of 
the economy. 
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Exchange rate movements arising from these kinds of macroeconomic shocks 
should ultimately be self-correcting unless international inv3stors are content 
to see an ever-increasing proportion of their portfolios consist of doilar- 
denominated assets. In the meantime, however, volatile exchange rate movements 
may give false or confusing signals about the longer term strength or weakness 
of job prospects in particular industries or regions. Adjustments in response 
to such false signals would be inappropriate and inefficient. Policies designed 
to ease the burdens of those affected by such short run shocks should not 
encourage the same kinds of adjustments as policies designed to cushion the 
shocks due to longer term changes in international competitiveness. 

Summary 

The growing internationalization of the American economy is only one factor 
affecting U. S. labor markets. Moreover, trade affects labor markets at many 
different levels. Impacts on individual workers, firms, or communities must be 
distinguished from impacts on broad industrial sectors or geographical regions, 
and both must be distinguished from impacts on total employment and the economy 
as a whole. The policy response appropriate to labor market problems arising 
from cyclical variations in world demand or the exchange rate may well be 
different from the response that is appropriate to longer run structural 
adjustment problems. 

This study falls far short of addressing all of these issues in a fully 
adequate manner. What it does do, however, is begin to address the question of 
which industries, occupations, demographic groups, and regions have been most 
affected by changing trade patterns over the last several years as well as the 
question of how effective past policies have been in dealing with the problems 
of workers dislocated by trade or other economic change. Such information 
should help in the design of new policies to address these problems. 
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III. The impact of Trade on Output and Employment 5 

Es timation Methods 

To estimate the impact of trade on employment in any industry it is 
important to recognize both direct and indirect effects. The importing of 
automobiles, for example, has a direct effect on output and employment in the 
autoucbile industry? but it also has an effect on all industries that supply 
inputs to the automobile industry. Thus, output and employment in the steel 
industry are reduced as a result of automobile imports to the extent that those 
imports reduce the demand for steel from the domestic automobile industry. By 
the same argument, exports of aircraft encourage output and employment in steel 
to the extent that more domestic steel production is required than if there were 
no aircraft exports. 

Taking into account these direct and indirect effects, we can identify for 
any industry the output and employment that would be required to satisfy 
domestic demand for that industry's products; the amount by which export 
requirements supplement those output and employment requirements; and the. amount 
by which output and employment are reduced when domestic requirements are 
satisfied by imports rather than by domestic production. Where the net impact 
of trade is positive, more jobs are created than are needed to satisfy domestic 
requirements alone; where the net impact of trade is negative, actual employment 
is less than what is required to satisfy domestic demands. Appendix A provides 
a formal discussion of this methodology. 

Impact on Aggregate Employment 

Figure 2 shows our estimates of the total number of jobs across all 
industries created by exports and the number lost to imports in 1972, 1977, 
1979 and 1984. Between 1972 and 1979, both the number of jobs created by 
exports and the number of jobs replaced by imports increased, but the former 
grew more ^oidly and the net contribution of trcde to employment rose from 
under 100 000 jobs in 1972 to nearly a million jobs in 1979. With the rise in 
the value of the dollar and the emergence of a large trade deficit, the 
contribution of exports actually fall slightly between 1979 and 1984 while Dobs 
replaced by imports increased substantially. The result was that by 1984 the 
number of jobs replaced by imports exceeded the number of jobs created by 
exports by more than a million. 

Figure 3 shows the impact of trade on employment growth for three subperiods 
between 1972 and 1984. For each period, the lefthand bar shows the actual gam 
in employaent, the middle bar shows the increase in employment that would have 
been required to satisfy domestic demand with domestic production, and the 
righthand bar represents the net contribution of trade to employment growth 
is interesting to note that the employment growth needed to meet domestic 
requirements was about the same in the 1972-1977 period as it was in the 1979- 
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5 Young, Lawson, and Duncan, "Trade Ripples across U. S. Industries," Office 
of Business Analysis, U. S. Department of Commerce follow a similar approach 
and reach similar conclusions to those reached in this section. 
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1984 period, yet actual employment growth was much greater in the earlier 
period! This is because the net impact of trade in the earlier period was to 
increase employment growth by almost a million jobs, while the net impact in the 
latter period was to reduce employment growth by about 2 million jobs. 

In interpreting these results, it is important to recognize that the level 
of imports and domestic demand are critically sensitive to the macroeconomic 
policies that are being pursued. It is moot, as we argued earlier, whether the 
Federal Reserve actually would have allowed domestic demand to grow as much as 
it did between 1979 and 1984 if it had not been for the effect of the strong 
dollar and import competition in restraining inflation. But if the Fed had been 
accommodative and if the employment effects of trade had remained as they were 
in 1979, an additional 2 million jobs would have been created and the 
unemployment rate would have come down to 5.6 percent by 1984. This is well 
below the 7.5 percent unemployment rate actually experienced in 1984, but it is 
not so very far below the 5.8 percent rate experienced in 1979 and it is equal 
to the rate experienced in 1972. 

impact on Specific industries 

Turning from the effects of trade on aggregate employment to the effect on 
different industries, this study looks at employment changes in the 79 
industries included in the input-output table. The industries account for about 
87 percent of the jobs in the economy (the government and household sectors, 
except for government enterprises, are excluded because they lie outside the 
input/output structure and are unaffected by trade. 0 ). Table 2 reports our 
estimates of employment growth in the 1972-1979 and the 1979-1984 periods for 
different categories of industries. Industries gaining employment were divided 
into those in which the gain in employment was attributable entirely to trade 
(that is, industries that would have experienced a loss of jobs based on 
domestic demand alone but that experienced an increase in jobs as a result of 
the strong positive contribution of trade to employment growth) ? industries in 
which positive effects attributable to trade reinforced positive effects 
associated with growing domestic demand? and industries in which the employment 
effects attributable to trade were negative but not large enough to overcome 
strong positive effects attributable to domestic demand. 

Even in the 1972-1979 period, few industries had what would have been 
employment losses reversed by strong gains attributable to trade (these 
industries accounted for about 3 percent of total employment). However, there 
were no such industries in the 1979-1984 period Trade augmented employment 
growth arising from growing domestic demand in industries accounting for well 
over half of total employment in the earlier period, but in industries 
accounting for only a quarter of all employment in the latter period. Negative 
trade effects reduced employment growth in industries accounting for 28.5 
percent of all employment in the earlier period but in industries accounting for 
nearly half of all employment in the latter period. Overall, industries 
accounting tot 89 percent of all employment experienced increases in employment 
between 1972 and 1979 and trade contributed to this employment growth in 
industries accounting for 60 percent of all employment. Industries accounting 



The data shown in Figures 1 to 3 include the household and government 
sectors, as do the data on occupations, demographic groups, and regions 
reported in Section IV of the study. 
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TABLE 2 

The Impact of Trade on Employneat Growth 
(thousand* of job a) 



Huabtr of Share of Base Cheng* In Change Due Percent Change 
Industries Tear Employment Employment To Trade in" Employment 



1972-79 



Industries with Employment G* 

Caused by Trade 
Augmented by Trade 
Diminished by Trede 



Industries with Eaployaent Losses 

Caused by Trade 
Augaented by Trede 
Diminished by Trede 



5 
45 
13_ 
63 



2 
2 

16 



2.9 
57.6 
28.5 
89.0 



0.4 
3.3 
7.3 

11.0 



115 
11,297 
4.166 
15,578 



-46 
-176 
-521 

-743 



347 
845 
334 
855 



-67 
-95 

217 

55 



5.5 
27.7 
20.6 




-9.5 



79 



100.0 



14,835 



914 



20.9 



1979-84 



Industries with Eaployaent Gains 



Caused by Trade 


0 


.0 


0 


0 


0.0 


Augaented by Trede 


6 


24.1 


1,471 


411 


7.1 


Diminiahed by Trade 


ii 


46.9 


6,654 


-66Q 


16.5 




25 


71.1 


8,125 


-249 


13.3 


Industries with Eaployaent Losses 












Caused by Trade 


17 


9.2 


-668 


-1,067 


-8.4 


Augaented by Trade 


34 


14.1 


-1,874 


-700 


-15.5 


Diminished by Trade 


_3 


5.6 


-150 


20 


-3.1 




54 


28.9 


-2,692 


-1,748 


-10.8 




79 


100.0 


5,433 


-1,996 


6.3 



SOURCE! Appendix B. 
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for 70 percent of all employment experienced increases in employment between 
1979 and 1984, but trade effects contributed to this growth in industries 
accounting for barely a quarter of all employment. 

Industries experiencing job losses were divided in a similar fashion inti 
those in which positive effects attributable to trade helped soften what would 
have been a larger loss in jobs based on domestic demand alone, those in which 
trade effects aggravated the loss in jobs, and those in which negative trade 
effects reversed what would have been an enployroent gain based on domestic 
demand alone. Between 1972 and 1979, industries accounting for 11 percent of 
all jobs experienced losses in employment, but trade was a contributing factor 
in industries accounting for only 4 percent of all jobs. Between 1979 and 1984, 
in contrast, industries experiencing a drop in employment accounted for nearly 
30 percent of all employment; industries in which trade effects contributed to 
the decline accounted for nearly a quarter of all employment? and trade was the 
cause of the decline in industries accounting for almost 10 percent of total 
e:aployroent . 

Table 3 lists, for the 1972-1979 and 1979-1984 periods, the industries with 
losses in employment in which trade played a substantial role in causing the 
industry to lose jobs (a complete list of employment effects by input-output 
industry can be found in Appendix B) . In the 1972-1979 period, the only 
industries in which trade played an important role in causing job losses were 
apparel, government enterprises, leather, and footwear. Total job losses in 
these sectors were 222,000 jobs. Losses attributable to trade were so large 
that they reversed what would have been an employment gain in the leather and 
footwear industries. In apparel, nearly 70 percent of the loss in jobs was 
attributable to the effect of trade. 

Many more industries suffered employment losses in which trade was a 
substantial contributing factor in the 1979-1984 period. Among all such 
industries, the loss in jobs was 2.5 million, with 6 industries losing more than 
100,000 jobs accounting for 40 percent of tf.at loss. In steel, livestock, food 
and kindred products, and many machinery industries, trade effects were 
important but they were not the sole cause of job losses. In automobiles, 
apparel, and other textile mill products, however, negative trade effects were 
large enough to overcome positive domestic demand effects. In other words, 
these industries would have gained jobs based or . w^tic demand alone. 

"Constant Trade" Estimates of Changes in Employment due to Trade 

As we have emphasized, these results must be interpreted cautiously. In 
particular, the employment attributable to domestic use in each industry should 
not be interpreted as the employment that would result if the economy were 
closed to trade. Such an interpretation would be incorrect because it would 
fail to take into account the fact that if the economy were closed to trade the 
level of domestic demand would almost surely be different. For example, 
aggregate employment attributable to domestic demand in 1984 was 92.2 million 
(in the industries included in the input output table), yet actual employment 
was only 91.2 million. As we argued earlier, it is possible that the Fed would 
have allowed employment to grow to 92.2 million if net exports had remained 
comparable to their 1979 level over the entire period, but it is much more 
likely that it would have exercised sufficient restraint to keep employment to 
the 91.2 million actually experienced {or perhaps even less given the greater 
inflationary pressure we would have experienced in a world without a rising 
dollar and expanding trade deficit). 



- 17 - 



TABLE 3 

Employment Changes In Industries with Declining Employment 
and Negative Trade Effects 
(thousands of jobs) 



Change in Percent Percent of Decline 
Industry Employment Change Attributable to Trade 



1972-79 



33 


Leather tanning and finishing 


-5 


-20.0 


128.4 


34 Footwear and other leather products 


-41 


-15.0 


146.7 


18 Apparel 


-133 


-9.0 


69.8 


78 


Federal government enterprises 


-43 


-5.0 


4.2 






-222.0 


— 8 


72 . o 


1979-84 








37 


Primary iron and steel manufacturing 


-351 


-39.2 


J0.1 


1 


Livestock and livestock products 


-130 


-13.3 


18.1 


14 


Food and kindred products 


-129 


-7.3 


31.0 


59 


Motor vehicles and equipment 


-128 


-12.9 


134.8 


18 


Apparel 


-123 


-9.1 


178.2 


40 


Heating, plumbing, and structural metal pr 


-100 


-16.4 


17.4 


45 


Construction and mining machinery 


-98 


-35.5 


59.7 


12 


Maintenance and repair construction 


-93 


-6.9 


3. 1 


16 


Broad and narrow fabrics, yarn and thread 


-91 


-17.1 


114.1 


20 


Lumber and wood products, except container 


-91 


-11.7 


32.3 


36 


Stone and clay products 


-77 


-14.7 


25.6 


44 


Farm and garden machinery 


-73 


-39.7 


6.8 


42 


Other fabricated metal products 


-€7 


-12.3 


64.0 


38 


Primary nonferrous metals manufacturing 


-67 


-15.8 


151.1 


47 


Metalworklng machinery and equipment 


-66 


-17.4 


37.8 


7 


Coal mining 


-63 


-24.1 


29.8 


49 


General industrial machinery and equipment 


-56 


-17.0 


91.8 


41 


Screw machine products and stamping 


-54 


-14.9 


79.9 


64 


Miscellaneous manufacturing 


-54 


-11.2 


182.3 


34 


Footwear and other leather products 


-54 


-23.3 


110.4 




All others 


-575.0 


-8.5 


91.9 




-2,542.0 


-12.7 


-69.5 



SOURCE: Appendix B. 

1. 100 x change in employment attributable to trade/change in employment* 



To qain some insight into what the pattern of employment growth would have 
been in the absence of trade effects if the Fed had allowed the same overall 
e^lo^nfgrowS as actually occurred, we made a set of "what if" estimates of 
Slojment growth based on two assumptions: 1) if .net exports « aproporti on 
of thTdemand for each industry's product had remained constant between 1979 and 
1984, overall aggregate demand would have grown by the same amount as it 
actually did? and 2) with constant trade as in 1), the share of domestic demand 
for each commodity in overall domestic demand would have been the same as it 
actuate waTln other words, we assumed the same pattern of domestic use as we 
actually experienced, but adjusted its level to be consistent with the - 
Sp^o^ntglawth actually experienced. We made similar calculations for the 
1972-79 period. 

The results of this experiment are reported in tables 4 and 5. The first 
columns of each table show the actual change in employment for the given 
industry. The next column shows our estimate of what employ^nt growth would 
have been under our -what if" constant trade assumptions. The third shows the 
actual change less the "what if change, - xi is a measure of the impact of trade 
on SloySnt growth corrected for aggregate demand effects. The final column 
expresses this difference as a share of actual end-period employment. 

For the 1972-1979 period, employment would have been lower in agriculture 
and manufacturing and higher in al?*ter sectors if trade effects had remained 
neutral. Without the fall in the value of the dollar and the increase in net 
exerts experienced over this period, agricultural employment would have fallen 
bv 530,000 jobs rather than 159,000 jobs and manufacturing employment would have 
Sown by 1.8 million jobs instead of 2.0 million jobs. Employment growth in 
trade and services would have been even greater than we actually experienced. 

Between 1979 and 1984, however, the rise in the value of the dollar and the 
increase in the trade deficit hurt just those industries that we ^ helped by 
trade in the earlier period. Had trade effects remained neutral between 1979 
and 1984, there would have been 1.7 million more manufacturing }obs in 1984 ana 
116,000 more farming jobs. Trade and service employment would have been 
correspondingly lower. 

Summary 

in summary, it is important to recognize that the pattern of imports and 
exports underlying the employment effects reported in this paper are the result 
nof only longer run trend! in U. S. competitiveness, but also of shorter run 
price and income effects attributable to macroeconomic policy. In particular, 
the combination of tight monetary policy and large federal budget deficits that 
has been pursued since 1981 has almost certainly had a lot to do with the sharp 
rise in the value of the dollar, which in turn has had a lot to do with the 
large trade deficit. Thus, it is not trade per se, or the openness of the 
American economy per se that is the cause of the sharp change in the pattern of 
^Joy^nt grc^h reported in this paper. It would be more accurate to ascribe 
thes^changls in large measure to trade effects resulting from the particular 
mix of monetary and fiscal policy that we have pursued m this country over the 
last few years. 



TABLE 4 



Actual Changes in Employment Compared With 
Constant Trade Changes la Employment » 1972-1979 
(thousands of jobs) 



Constant 
Actual Change Trade Change 1 



Actual Change 
Less Constant 
Trade Change 



- Percent 
of 1979 

Employment 
Attributable 

to Trade 4 * 



Agriculture, forestry, fisheries 


-159 


-530 


371 


11.1 


Mining 


186 


269 


-83 


-11,8 


Construction 


1,171 


1,236 


-65 


-1.1 


Manufacturing 


1,987 


1,764 


223 


1.0 


Transport., consaunic, utilities 


696 


705 


-9 


-0.2 


Wholesale and retail trade 


2,695 


2,969 


-274 


-1.6 


Finance, insurance, and real estate 


1,231 


1,269 


-38 


-0.7 


Services 


6,888 


6,995 


-107 


-0.4 


Government enterprises 


140 


157 


-17 


-1.2 




14,835 


14,835 


0 


0 



1. Difference between actual 1979 employment and estimated 1979 employment assuming 
the same level of 1979 employment but the 1972 ratio of net exports to final demand in each 
industry. 

2* 100 x (actual change * constant trade change}/(1979 employment). 



TABLE 5 



Actual Changes in Employment Compared Witti 
Constant Trade Changes in Employment, 1979-1984 
(thousands of jobs) 



Percent 
of 1984 
Actual Change Employment 
Constant Less Constant Attributable 

Actual Change Trade Change* Trade Change to Trade" 



Agriculture, forestry, fisheries 


-47 


69 


-116 


-3.5 


Mining 


-53 


-94 


41 


6.4 


Construction 


41 


-90 


131 


2.2 


Manufacturing 


-1,622 


53 


-1,675 


-8.5 


Transport., consaunic, utilities 


104 


-26 


130 


2.3 


Wholesale and retail trade 


1,103 


326 


777 


4.2 


Finance, insurance, and real estate 


782 


650 


1J2 


2.1 


Services 


5,127 


4,560 


567 


1.9 


Government enterprises 


-2 


-14 


11 


0.8 




5,433 


5,433 


0 


.0 



1. Difference between actual 1984 employment and estimated 1984 employment assuming 
the same level of 1984 employment but the 1979 ratio of net exports to final demand in each 
industry* 

2. 100 x (actual change - constant trade change)/ ( 1984 employment )♦ 
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IV. Effect on Occupations, Demographic Groups, and Regions 
Estimation Methods 

To estimate the impact of changing trade patterns on different occupations, 
demographic groups, and regions, Census data on the distribution of jobs by 
occupation and industry, by demographic group and industry, and by region and 
industry were combined with our estimates of the number of jobs in each industry 
attributable to trade. For example, to find the impact of changing trade 
patterns on managerial and professional occupations we estimated the proportion 
of employment in each industry accounted for by managerial and professional sobs 
and the number of jobs in each industry attributable to trade. Multiplying the 
two together for each industry gives the number of managerial and professional 
jobs in each industry attributable to trade. Aggregating over all industries 
gives the total number of managerial and professional jobs in the economy 
attributable to trade. The number of jobs attributable to domestic demand was 
then the difference between the total number of jobs in each occupation and the 
number of jobs attributable to trade. 

Occupations 

Table 6 shows that trade created jobs in all major occupational and 
demographic groups between 1972 and 1979 and trade cost jobs in all groups 
between 1979 and 1984. This is consistent with our finding of substantial 
positive employment effects attributable to trade in the earlier period and 
substantial negative effects in the later period. However, as we have stressed 
repeatedly, one cannot infer an effect of trade on total employment in the 
economy from these numbers. A more reasonable assumption is probably that 
overall employment growth would have been about the same in any period no matter 
what the contribution of trade to employment growth. Thus, trade effects are 
best understood in terms of their impact on the composition of employment rather 
than on its level. 

With this consideration in mind, we conducted a "what if" experiment similar 
to the one discussed in section II above in order to estimate the relative 
impact of trade on different occupations, demographic groups, and regions. The 
purpose of this experiment was to develop estimates of the growth in the number 
of jobs in each occupation, demographic group, and region that would have taken 
place if the pattern of trade effects had been different but the pattern of 
domestic demand and the amount of employment growth had been the same. 

Table 6 shows that 914,000 of the 16.7 million new jobs created between 1972 
and 1979 were attributable to trade and that trade effects added to employment 
growth in all major occupational groups. Howevar, if trade effects had remained 
constant and we had experienced the same growth in jobs and the same pattern of 
growth in domestic consumption, the pattern of employment growth would have been 
quite different. Fewer jobs would have been created for farming, forestry, and 
fishing occupations and for operators and laborers and more jobs would have been 
created for all other workers. The difference between the number of jobs 
actually created in each occupation and the numbs r of jobs that would have been 
created under our hypothetical assumptions represents the number of jobs that 
can be attributed to changing trade patterns under the assumption that trade 
effects do not alter the aggregate level of unemployment. 
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TABLE 6 

Impact of Trade oa Changes in Employnent, by Occupation 

(thousands of jobs) 







Change 






- 






Due to 


Change 


Constant 


Actual Change 




Actual 


Domestic 


Due to 


Trade 


Less Constant 














1972-79 






t 

* 






Executive, admin*, management 


2,638 


2,608 


30 


2,686 


-48 


Professionals 


3,547 


3,461 


86 


3,588 


-41 


Technical, sales, admin. support 


4,808 


4,671 


137 


4,932 


-124 


Services 


2,058 


2,014 


44 


2,138 


-80 


Farming, forestry, fishing 


-330 


-674 


344 


-648 


318 


Precision, craft, repair 


2,252 


2,200 


52 


2 ,306 




Operator, laborers 


1,697 


1,475 


222 


1,667 


30 




IQ , O/U 








n 


1979-84 












Executive, admin*, management 


852 


1,004 


-152 


734 


118 


Professionals 


-762 


-619 


-143 


-905 


143 


Technical, sales, admin .support 


6,968 


7,216 


-248 


6,480 


438 


Services 


1,067 


1,067 


0 


727 


34U 


Farming, forestry, fishing 


804 


961 


-157 


1,222 


-418 


Precision, craft, repair 


-62 


323 


-385 


-6 


-56 


Operator, laborers 


-2,686 


-1,774 


-912 


-2,069 


-617 




6,181 


8,177 


-1,996 


6,181 


0 


1972-84 












Executive, admin., management 


3,490 


3,612 


-122 


3,420 


70 


Professionals 


2,785 


2,842 


-57 


2,682 


103 


Technical, sales, admin. support 


11,776 


11,887 


-111 


11,413 


363 


Services 


3,125 


3,081 


44 


2,864 


261 


Farming, forestry, fishing 


474 


287 


187 


574 


-100 


Precision, craft, repair 


2,190 


2,523 


-333 


2,300 


-110 


Operator, laborers 


-989 


-289 


-691 


-402 


-587 


22,851 


23,934 


-1,083 


22,851 


0 
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Employment in the farming, forestry, and fishing occupations was 11.4 
percent higher in 1979 than it would have been without the changes in the 
pattern of trade that took place between 1972 and 1979. In the other major 
occupational groups, the effect of changing trade patterns on 1S79 employment 
levels was less than 1 percent of total employment. 

This pattern was reversed between 1979 and 1984. Had trade effects remained 
constant at their actual 1979 levels f there would have been more jobs for 
workers in farming, forestry, and fishing occupations f in precision, craft f and 
repair occupations, and for operators and laborers. Changing trade patterns 
reduced employment in these occupations by more than a million jobs and created 
more than a million more jobs in other occupations than would have been created 
under constant trade conditions. Farming, forestry, and fishing employment was 
12 percent lower in 1984 as a result of changing trade patterns between 1979 and 
1984? and employment among operators and laborers was 4 percent lower. 
Employment in service occupations was more than 2 percent higher and employment 
in other white collar and professional occupations was 1 percent higher ♦ Thus, 
changing trade patterns benefitted white collar and service occupations at the 
expense of blue collar and rural occupations between 1979 and 1984. 

These results for 1979-1984 color the entire 1972-1984 period. Changing 
trade patterns between 1972 and 1984 resulted in 3.5 percent fewer jobs for 
operators and laborers and 2*8 percent fewer jobs for workers in farming, 
forestry, and fishing occupations. Employment in service occupations was 2.8 
percent higher and employment in white collar and professional occupations was 
about 1 percent higher than it would have been if trade patterns had remained 
constant over the entire 1972-1984 period. 

Demographic Groups 

Turning to a consideration of the impact of trade on demographic groups , and 
sticking to our "what if" assumptions for purposes of comparison, trade 
benefitted males, nonwhites, and mature workers between 1972 and 1979 at the 
expense of females, whites, and teenagers (see Table 7). Between 1979 and 1984, 
however, trade benefitted females, whites, and teenagers, in general, the 
magnitude of these effects was one percent or less of any group's total 
employment and in no case did changing trade patterns raise or lower any group's 
employment by more than 100,000 jobs. Over the entire 1972-84 period, changing 
trade patterns raised female, white, and teenage employment at the expense of 
male, nonwhite, and mature worker employment, but the magnitude of these effects 
was quite modest* 

Regions 

Airong regions, trade effects benefitted the northcentral region between 1972 
and 1979 and <*He west and south between 1979 and 1984. However, changing trade 
patterns did not raise or lower any region's employment by any more than one- 
half of one percent in either period. Over the entire period, changing trade 
patterns added slightly to employment growth in the south and west at the 
expense of the northeast and northcentral regions. 

Summary 

In general, these results accord with our common sense views of what has 
happened over the past several years. By stimulating employment in services and 



TABLE 7 



lepeet of Trade on Changes in E«ploy*ent by Demographic Coup ami Reg ton 

(thousands of jobs) 



1972-1979 



1979-1984 



1972-1984 



Change 

Actual Due to 
Change Trade 



Actual 
Change Leas 

Constant 
Trade Change 



Percent 
of 1979 
Eaployaent 



Actuii 



Change 
Due to 
Trade 



Actual 
Change Less 

Constant 
Trade Change 



Percent 

of 1984 Actual 
R*ptoyiient Change 



Actual 

Change Change Lea« Percent 
Due to Constant of 1984 



Trade Trade Change Evptoyvent 



Se* 
Kale 
Female 



6*711 
9,960 



616 
298 



96 0.2 1*484. ~i,430 

-96 -0.2 4,698 -566 



-372 
372 



-0*6 
0.8 



8*195 
14,658 



-814 

-268 



-276 
276 



-0.5 
0*6 



Race 
Whfte 
Nontfhtte 



13.889 
2*782 



789 
125 



-21 
21 



-0.0 4*861 -1,698 

0.2 1*320 -298 



82 
-82 



0.1 
-0*6 



18*750 
4*102 



-909 
-174 



61 
-61 



0.1 
-0.5 




Region 
Northeast 
Northcentral 
Vest 

South 



1*337 
15,334 



2*070 
3,518 
5*026 
5,614 



55 
859 



185 
308 
168 

253 



-25 
25 



»21 

55 
-6 

-30 



-0*3 
0*0 



-0*1 
0.2 

-o.o 

-0.1 



-1,639 -46 
7*821 -1*950 



821 
-399 
1*995 
3*323 



-479 
-616 
-304 
-604 



97 
-97 



-42 
-180 

too 

116 



1.5 
-0.1 



-0.2 
-0*7 
0.5 
0*3 



-302 
23,155 



2*891 
3*119 

7*021 
8*937 



9 

-1*092 



-294 
-306 
-137 
-350 



72 
^72 



-63 
-125 
94 

8? 



1.1 
-0*1 



-0*3 
-0.5 
0.4 
0.2 
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discouraging it in fanning and manufacturing, changing trade patterns have 
stimulated white collar employment at the expense of blue collar employment. 
Furthermore, the kinds of jobs and industries whose employment has been 
stimulated typically employ a greater proportion of women and younger workers 
than the industries in which job growth has been discouraged. The only somewhat 
surprising result is that nonwhites have not shared in the gains achieved by 
woren and teenagers. 
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V. Projections to 1990 

How will changing trade patterns over the next several years affect workers 
in different industries, occupations, demographic groups, and regions? To 
answer this question we examined patterns of employment in 1990 under four 
different macroeconomic scenarios. These scenarios were selected to illustrate 
the sensitivity of employment growth to different plausible combinations ot 
events. 

Four Macroeconomic Scenarios 

The first scenario assumes a continued steady recovery in the United States 
(3.75 percent average annual real growth between 1964 and 1990) so that the 
unemployment rate falls to just below 6 percent by 1990. The rest of the world 
is assumed to recover as well, but the dollar is assumed to remain strong. Such 
a scenario is likely if no substantial progress is made to reduce the federal 
budget deficit,- monetary policy allows a steady, non-inflationary expansion of 
the economy? and the resulting high real interest rates outweigh fears of a 
collapse of the dollar in continuing to attract foreign investment to the United 
States . 

The second scenario maintains the assumption of strong demand conditions in 
the United States and the rest of the world, but it includes a steady 
depreciation of the dollar that improves the U. S. trade balance. This is the 
most optimistic scenario because it assumes an orderly shrinking of the federal 
budget deficit and the current account deficit. 

The third scenario assumes a weakening of the U. S. and world expansion so 
that real growth averages only 3.5 percent per year between 1984 and 1990 and 
the unemployment rate is well above seven percent in 1990. The dollar is 
assumed to depreciate, so that the u. S. trade balance improves despite a 
general weakening of the economy. 

The final scenario assumes a weakening of the U. S. and world economy and 
the imposition of import restraints in the United States. The imposition of 
restraints reduces imports, but exports are reduced as well, m large measure 
because of the rise in the value of the dollar likely to follow from .the 
imposition of import restraints. 

Results 

Table 8 provides a summary of the assumptions about how different components 
of GNP are projected to grow between 1984 and 1990 and what the composition of 
GNP is projected to be in 1990 under these four different macroeconomic 
scenarios. The first and second scenarios assume stronger overall growth and a 
higher level of 1990 GNP than the latter two scenarios assume. The composition 
of GNP in the first scenario is the same as the composition of 1985 GNP and thus 
represents the assumption that we simply hold our own with respect to the trade 
deficit. In the second scenario, consumption is down on the assumption of a tax 
increase, exports are up, and imports are down. In the third and fourth 
scenarios, investment as a share of GNP is assumed to fall as a result of the 
recession. Net exports rise in the third because of the assumed depreciation of 
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TABLE 3 
Macroeconomic Assumptions 



Scenario 
II III 



IV 



Change, 1984-1990 



(In billions of 1984 dollars) 



Consumpt ion 

Investment 

Fixed Investment 
Inventories 



2,974 



745 
32 



2,923 



763 
32 



2,890 



644 
45 



2,926 



644 
45 



Net Exports 
Exports 
Imports 

Government 
Defense 

Federal NonDefense 
State and Local 



425 
-557 



292 
91 
566 

4,568 



480 
-507 



219 
91 
566 

4,568 



450 
-500 



293 
95 
585 

4,502 



423 
-509 



293 
95 
585 

4,502 



Composition of 1990 GNT 

Consumption 

Investment 

Fixed Investment 
Inventories 



65.1 



16.3 
0.7 



(percent) 
64.0 64.2 



16.7 
0.7 



14.3 
1.0 



65.0 



14.3 
1.0 



Net Exports 
Exports 
Imports 

Government 
Defense 

Federal NonDefense 
State and Local 



9.3 
-12.2 



6.4 
2.0 
12.4 

100.0 



10.5 
-11.1 



4.8 
2.0 
12.4 

100.0 



10.0 
-11.1 



6.5 
2.1 
13.0 

100.0 



9.4 
-11.3 



6.5 
2.1 
13.0 

100.0 
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the dollar but they do not rise appreciably i** the fourth because of the adverse 
side effects associated with trade restraints. 

Table 9 shows estimated employment under these different scenarios by two- 
digit industry, A comparison between the first and the second scenarios 
indicates how reducing the trade deficit would be expected to influence the 
pattern of employment. Sixty thousand more jobs are created in agriculture 
between 1984 and 1990 and 416,000 more jobs are created in manufacturing in the 
second scenario, which combines strong growth with a reduced trade deficit, than 
are created in the first scenario, which combines equally strong growth with a 
continuing large trade deficit. Thus, a failure to address the problems giving 
rise to an overvalued dollar and a large trade deficit will continue to hurt job 
growth in those industries that have suffered in the early 1980s. However, a 
comparison of either of the first two scenarios with either of the last two 
scenarios points out the importance of achieving strong growth and high 
employment to providing satisfactory job growth. 

Table 10 shows differences among the scenarios with respect to job growth by 
occupation, demographic group, and region under the assumption that the pattern 
of employment by occupation, etc. across industries remains as it was in 1980. 
The last three columns show the difference in employment between the first 
scenario (no change in the pattern of aggregate demand) and the other scenarios. 
Comparing the first and second scenarios, an orderly fall in the value of the 
dollar and a reduction in the trade deficit will increase job opportunities for 
rural occupations and blue collar occupations at the expense of white collar 
occupations; for jobs traditionally held by males, whites, and mature workers; 
and in the northcentral and south regions. Once again, achieving strong growth 
and avoiding a recession is even more important for all occupations. 

These results regarding where jobs are being lost and how important trade 
has been in causing job losses provide valuable information for developing 
effective public policies for dealing with the problems of dislocated workers. 
In the next section we evaluate the evidence on the problems of dislocated 
workers and the effectiveness of public policies in addressing those problems. 
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TABLE 9 



Employment Growth by Industry* 1934-1990 
(thousands of jobs) 



Scenarios 



Jifference -between 
Scenarios 





I 


11 


ill 


IV 


1-11 


' l-III 


I- IV 


Agric. forestry, fisheries 


-173 


113 


-176 


* 

-188 


-60 


3 


15 


Mining 


-55 




-45 


-50 


-32 


-10 


-5 


Construction 


1,099 


1,178 


529 


534 


-79 


570 


565 


Manufacturing 


91 


505 


-165 


-264 


-414 


256 


355 


Transport., communic, utllit. 


-33 


-33 


-126 


-118 


0 


93 


85 


Wholesale and retail trade 


751 


667 


129 


237 


84 


622 


514 


Finance, insur*,& real estate 


1,176 


1,110 


999 


1,061 


66 


177 


115 


Services 


5,734 


5,316 


4,959 


5,240 


418 


775 


494 


Government enterprises 


450 


437 


401 


416 


13 


49 


34 




9,040 


9,043 


6.505 


6,866 


i -« 


2,535 


2,172 



I. Difference in 1990 employment between the first scenario (strong growth, continued 
large trade deficit) and each of the other scenarios* 
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TABLE 10 

Employment Growth by Occupation Demographic Groups and Region, 1984-1990 

(thousands of jobs) 



Scenarios 



Difference between 
Scenarios 







I 


IX 


III 


IV 


I- II 


I- III 


I-IV 


Qcc ud a t ion 














259 


213 


Exec u t i ve , admin ♦ » 


management 


1,025 


1,005 


765 


812 


20 


Professionals 




1,981 


1,871 


1,674 


1,765 


110 


306 


216 


Technical , sales t 


admin. support 


2,829 


2,729 


2,075 


2,226 


100 


754 


604 


Services 




1,718 


1,605 


1,383 


1,476 


114 


335 


242 


Farmings forestry. 


fishing 


-103 


-53 


-114 


-123 


-50 


11 


20 


Precision, craft, 


repair 


962 


1,073 


483 


489 


-111 


479 


473 


Operator, laborers 




628 


814 


239 


223 


-186 


389 


406 






9,040 


9,043 


6,505 


6,866 


-3 


2,535 


2,174 


Sex 


















Male 




3,953 


4,162 


2,491 


2,607 


-209 


1,462 


1,346 


Feoale 




5,087 


4,881 


4,014 


4,259 


207 


1,073 


628 






9,040 


9,043 


6.505 


6,866 


-3 


2,535 


2,174 


Race 


















White 




7,746 


7,754 


5,542 


5,852 


-8 


2,204 


1,893 


Non white 




1,295 


1,289 


964 


1,014 


_5 


331 


2S1 






9,040 


9,043 


6.505 


6,866 


-3 


2,535 


2,174 


Age 
TPl9 




493 


485 


304 


332 


8 


189 


160 


20+ 




8,548 


8,558 


6,202 


6,534 


-11 


2,346 


2,014 






9,040 


9,043 


6,505 


6,866 


-3 


2,535 


2,174 


Region 


















Northeast 




2,081 


1,068 


1,537 


1,621 


13 


544 


460 


Northcentral 




2,266 


2,282 


1,622 


1,710 


-17 


644 


556 


West 




1,796 


1,782 


1,293 


1,369 


14 


502 


427 


South 




2,904 


2,917 


2,057 


2,171 


-13 


846 


733 






9,046 


9,050 


6,509 


6,870 


i "3 


2,537 


2,176 



1. Difference in 1990 employment between the first scenario and each of the other 
three. 
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VX. The Number and Characteristics of Dislocated Workers 

Estimates of the number of dislocated workers, and their characteristics, 
depend critically on the set of criteria used in defining a dislocated worker. 
a tanae of hiah and low estimates from recent studies is shown in Table 11. as 
h* table indicates, dislocated workers may be as little as 1 P^ent of the 
unemployed or as much as 20 percent, depending on the definition used. 

The early estimates by Bendick and Devine and by the Congressional Budget 
Office CCBO) are from the regular monthly unemployment survey and use very 
similar ^retches. Both covet job losers (as opposed to job leavers, grants, 
or reentrants) and rely heavily on duration of unemployment and whether the 
worker was from a declining industry, occupation, or te ^ 0 *J$*f™\*?^ or 
dislocation. Bendick and Devine found that coming from a declining industry or 
occupation had little effect on re-employment prospects but that coming from a 
declining region did. 

Estimates derived from UI administrative data in five states by Crosslin et 
al indicate that the number of dislocated workers-defined as those terminated 
from a declining industry who subsequently exhausted their m benefits— is 
probably in the range of 10 to 20 percent of all unemployed ^ers. Crosslin 
et al. consistently found that hardship- as measured by earnings losses-was 
areatest for older rather than younger workers, for those who had exhausted 
their UI benefits rather than those who had not,- and for those terminated from a 
declining rather than from an expanding industry, especially if their industry 
was experiencing a large decline in employment. They argue that these 
characteristics and the administrative data they relied on could be used to 
identify dislocated workers most in need of assistance in each state. 

The most recent study of the dislocated worker population is based on e. 
special survey undertaken by the BLS (as a supplement to the January 1984 
Srrent Population Survey). This survey looks at the cumulative number of 30b 
losers between January 1979 and January 1984 where the 30b loss was due to a 
plant closing or move, slack work, or abolishment of a position or shift. Any 
worker with less than 3 years tenure on the previous job was excluded. During 
the survey period an estimated 5.1 million workers with the requisite 3 years of 
iob tenure lost their jobs for one of the above reasons. Thus, by this 
definition there were 5.1 million dislocated workers over this five year period. 

In trY i n g to settle on a working definition of dislocated workers, it is 
useful to review the language used by Congress in setting up Title III of the 
job Training and Partnership Act (JTPA): 

(a) Each State is authorized to establish procedures to identify substantial 
grouDS of eligible individuals who: 

(1) have been terminated or laid-off or who have received a notice of 
t*r ination or lay-off from employment, are eligible for or have 

ousted their entitlement to unemployment compensation, and are 
unlikely to return to their previous industry or occupation; 

(2) have been terminated, or who have received a notice of termination 
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TAiLE II 

Estimate of lite Number of Displaced Workers based on Different Assumptions 



Study 



Date Source and Date 



Definition of Displaced Worker 



Per rent of 
fota I Unemployed 
Number far same period 



iendick 4- Uewtne 



CPS - Hsrch I960 



Abie-bodied adult (22-64) Job losers 



- unemployed for lore than 26 weeks In 
a dee i tiling industry 



90,000 



- unemployed for sore than 8 weeks In 
declining region 



tm,Q<K> 



CBO 



Crosslin et ml* 



SLS 



CPS - Harch 1980 (aged to 
December 1981 baaed on actttat 
data and projected to January 
1981 under different economic 
assumptions 



CWftH, 1979-80 (5 states* 
dala aged to 1981) 



Supplement to CPS 
January 1984 



Job lasers f rom dec lining Industrie* plus 
ait other unemployed If the declining 
Industry also In a declining region (low 
growth trend) 

lob loser from declining Industries unemp- 
loyed 2b weeks or more (high growth trend) 

Job loser fro* declining industry 

- Ul exhausted 

- Ul exhaustee and age 45 and over 

Cumulative number of Job losers between 
January 19/9 and January 1984 where loss of 
Job was due to (I) closing down or moving of 
a plant or company, (2) slack work, or (1) 
abolishment of position or shift, ami where 
tenure on lata Job was at leant 1 years 

- excluding those who lost Job far reason (2) 

- including those with less than 5 years 
tenure on last job 

- excluding those without work for less titan 

2b weeks 

- excluding those without work for less than 
S weeks 



2,16^,000 
l00,(MK> 



<j,09l ,000 



1,121,000 
II, W0, 000 
2,299 ,000 
MIH.OtKI 



19 



11-19 

2-4 



9 

20 



lo 



SOURCES: Bendlck and Devlne In NCKP, 7th Annual 
authors' caleuiat ions. 



port; Clio (luly 1982); Crosslin et af» for MCKP, I9H4; Kluim .iitd Sehgal, Ml.H t loly I9tt*>; 



* Where the estimate of the number of displaced workers was lor a single refcreme week (.in in Kettcttt-k .ttul Devine, tltttl) f tlie total 
number of unemployed w.t* also for a typical week during the year. Where the estimate ol the number »>l dlspiated wotkti* w.is .i totcolattvc 
ret ru&pet 1 1 ve figure over a number of ye*ir* (*is in Hf.S), the total number of unemployed w*s slmll.niy i ah u l.tt «*d using the w*»ik » *|»< r lent u data 
froi* the Harch supplement of the CPS with an ad |ttsl «eot t^ik' lor double count log of those uncmployi-d | tt r sort' (Imu one i tit>o«|.n yr.u » See lest 
for further expfaftat ion . 
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of employment, as a result of any permanent closure of a plant or 
facility,* or 

(3) are lonci-term unemployed and have limited opportunities for 

employment or reemployment in the same or a similar occupation in 
the area in which such individuals reside, including any older 
individuals who may have substantial barriers to employment by 
reason of age . . . 

The BLS definition used above (that produces an estimate of 5.1 million 
dislocated workers) comes quite close to capturing the spirit of the legislative 
language. It focuses on layoffs, and especially those due to plant closings, 
and it adds an experience factor (tenure on last 30b). Relative to the 
legislative intentT it may be too broad in its inclusion of those who may be 
cyclically unemployed (slack work) and who presumably would not have great 
difficulty in keeping or finding a job in a healthy. economy. Moreover, many 
workers who fall within the BLS definition experience only short periods of 
unemployment that are covered by unemployment insurance (see Table 11) . On the 
other hand, the BLS definition may be too narrow in failing to include some of 
the long-term jobless who originally became unemployed for reasons other than 
those specified in the BLS definition and in limiting the universe to those with 
at least three years of experience on their last job. However, any measure is 
going to be somewhat arbitrary, and for present purposes, we adopt the BLS 
definition as a reasonable one. 

The next question is how should we interpret this number? Is 5.1 million a 
little or a lot? How many of the unemployed are displaced workers? And hew 
many are receiving some assistance in finding new jobs? 

First of all, the BLS estimate represents a little over a million workers a 
year. It is tempting to compare this number to current unemployment levels 
(around 8.4 million) but the latter represents the number unemployed at the time 
of the monthly survey and not the much larger number of people who experience 
some unemployment over the course of a year. Aggregating the annual ™ tk 
experience data for the period 1979-1983, there were 113,552,000 people recorded 
as experiencing some unemployment over this five-year period. So as a first 
approximation 4.5 percent (5,091/113,552) of the unemployed could be thought of 
as displaced workers. But this estimate (4.5 percent) is too low because the 
BLS count of displaced workers is a retrospective unduplicated count over five 
years while the annual work experience data is a retrospective count over ]ust 
one year and the same individual can get counted in two or more successive years 
(if they were unemployed in both December and January, for example Adjusting 
for this double counting, we estimate that a total of 56,776,000 different 
people experienced unemployment over the five-year period and displaced workers 
were 9 percent of the total. 7 



The adjustment is relatively crude. The work experience data indicate a 
mean duration of unemployment of around 6 months when the open- ended ciass 
of 52 weeks or over is assumed to have a midpoint of 78 weeks. With a mean 
duration of 6 months, and assuming spells are distributed evenly over the 
year, half of those unemployed during a year are also unemployed the 
following year so we reduce the work experience counts by one-half. This 
still does not correct for the possibility that the same person might 
experience unemployment in more than two years or in two or more non- 
contiguous years. 
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In short, almost one out of every 10 workers who suffers some unemployment 
is an experienced worker that has lost his or her job as the result of a plant 
shutdowtTor move, slack work, or abolishment of a shift or Position. A little 
more than half of these workers are re-employed within 26 weeks (Table 11). 

This still leaves 2.3 million or 460, OQQ a year who suffer more than 26 
weeks of unemployment. Since the number of people projected to be served by 
JTPATitirin inPY (program year) 1984 is close to 100,000, one could conclude 
that JTPA is only meeting about one-fifth of the need. 

Table 12 shows the characteristics of displaced workers using the main BLS 
definition. The great majority are prime-age white males with at least a high 
school education. The table also shows the characteristics of JTPA Title III 
enrollees. Relative to the eligible pool, JTPA is serving a somewhat higher 
proportion of women, minorities, younger workers, and the better-educated. 

We turn now to what is know about the ability of such programs to assist 
displaced workers. 
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TABLE 12 



Distributions of Title III JTPA Enrollees and Eligible 
Population of Displaced Workers by Selected Characteristics 



JTPA Title III Enrollees Eligible 
Selected Characteristics (July 1984-Mareh 19855 Displaced Workers 



Estimated total 74,800 5,091,000 1 

Percent 

Sex 
Male 
Female 

Minority Status 

White (excluding Hispanics) 
Black (excluding Hispanics) 
Hispanics 
Other 

Age 

Younger than 22 
22-44 

45 and older 

Education 

Less than high school 
High school graduate or more 



SOURCE: Department of Labor, August 1985. 

1. As defined by the Bureau of Labor Statistics, U.S. DOL, this estimate represents 
persons with tenure of three or more years who lost or left a job between January 1979 and 
January 1984 due to plant closings or moves, slack work, or the abolishment of their 
positions or shifts. 

2. The BLS data for this category represent 20 and 21 year olds only. 
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65 
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81 
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6 
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73 
21 
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52 
36 



20 
80 
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VII. Programs for Dislocated Workers 



In the past, the United States has experimented with a number of programs 
desiqned to assist workers dislocated by trade or other kinds of economic 
change. This section briefly reviews the history of these efforts, focusing on 
what has been learned that might be useful in thinking about future efforts . 
The programs covered include the Manpower Development and Training Act (MDTA), 
the Trade Adjustment Assistance Act (TAA), the Comprehensive Employment and 
Training Act (CETA) , several pilot projects funded by the Department of Labor, 
and Title III of the Job Training Partnership Act (JTPA). 

A Note on Methodology 

Many assessments of the impact of labor market programs on individual or 
aqqregate performance are based on some combination of faith and descriptive 
data en what happens to enrollees after they leave the program. However, some 
studies have attempted to compare the pre- and post-program experiences of 
enrollees after controlling for other (nonprogram) influences on the observed 
differences— either through the use of a control or comparison group and/or 
throuqh the use of statistical models which attempt to adjust for the effects of 
these other influences. 8 in this review, we will focus on these latter studies 
that look at the net impact of government assistance, holding other 
factors constant, "and our review of each program gives the greatest weight to 
studies that are well-designed to get at such net impacts. 

The Manpower Development and Training Act 

initially enacted in 1962 in response to concerns about automation and 
structural unemployment among experienced adult workers, MDTA operated for a 
down years before being replaced by CETA in late 1973. A total of $4.4 billion 
was spent over this period— all of it by the federal government— and about 2 
million people were enrolled. However, the ink was hardly dry on the original 
Act before it was revised, first to give greater priority to youth (in 1963) and 
then to minorities and the disadvantaged (in 1965 and 1966). By 1966, two- 
thirds of all training positions were earmarked for the disadvantaged. 
Therefore, in our review of program impacts, we gave greatest weight to the 
early evaluations and to the results for white males or other relatively 
advantaged workers. Participants were enrolled mainly in institutional training 
programs in the early years with a small minority placed in on-the-job training. 
Data on the nature, quality, and duration of the training is skimpy. However, 
the evaluation literature on MDTA is voluminous (especially in comparison to 



8 The most credible results are achieved by randomly assigning potential 

participants to either a control (non treatment) or experimental (treatment) 
qroup but this has rarely been feasible. The DOL demonstration program in 
Buffalo (discussed below) used a lottery system in recruiting workers for 
the programs and thus comes closest to providing us with a controlled 
experiment. 
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more recent programs). The findings of greatest interest for present purposes 
can be summarized as follows: 

1. The net impact of training on annual earnings is generally positive. 

2. The impact is greater for on-the-job than for institutional training. 

3. A typical earnings increase would be about $400 per year (or about 
§1,300 in 1984 dollars). 

& These earnings gains are achieved mainly because training enables 
wUcirato to compete effectively for existing jobs and facilitates 
rlentry^to the labor market or stability of employment and not 
rSX it enables them to achieve upward mobility or corned higher 
hoSSy wage rates. One possibility is that participants obtain nobs at 
S Spense of nonpar ticipants, with total employment remaining 
unchanged. 

5 The favorable impact on earnings tends to erode over time. That is, 
after a P^icdlf years program participants may be no better off than 
nonparticipants . 

s For the orogram to be judged cost-effective— that is, for 

Srticioant benefits to exceed program costs, earnings gains would have 
S r be C mltSS for 5°to 10 yef rl? ^^,^^^%SZm 
erosion of earnings gains in the first few post-program years but have 
not covered a sufficient number of years to provide good evidence on 
longer-term effects. 

Trade Adjustment Assistance (TAA) 

Trade Adjustment Assistance was established as part of the Trade Expansion 
Act 3l96?SSSdS* liberalized under the Trade Act of 1974 and then^cut 
wav back again by the Omnibus Budget and Reconciliation Act of 1981. (Between 
Zu y 771- «1 tlo 1 4 totalization in the mid 1970s until its peak in 1981, 53.9 
Sll2S\2 oatd out to 1?3 mUUon recipients.) At current writing, it is once 

by * Confess deeply ^^^usually^ 9 
rTade deficits. Special assistance for trade-dislocated workers is usually 
justified on the grlunds that the average citizen benefits from £ tee trade and 
Sd compensate those workers who lose their jobs as the result of foreign 
competition. 

under the 1974 program, workers in industries where the Labor Department 
certified thlt foreignimports -contributed importantly" to unemployment were 
eliaibif forboth g^nerouVcash allowances (70 percent of the weekly wage for up 
ll 78 iLkl) Sd serviced (job search, counselling, training, relocation 
subK) } SotverT Sere has been very limited use of the service components 
of the program. 10 



9 These findings are distilled from Perry (1975). 

10 See CBO (1982) and Bobbie (1980). 
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TAA is now widely conceded to have been an ineffective program. For 
example, one quite well-controlled study of 963 TAA recipients who received a 
first payment in 1976 found that 72 percent returned to work for their previous 
employer, strongly, suggesting that the program was mainly serving temporarily 
Sd-off workers.* 1 Sis study also found that the availability of adjustment 
assistance discouraged workers from seeking jobs and lengthened the duration of 
their unemployment somewhat (by 1 or 2 weeks for each 10 percentage point 
increase in the fraction of wages replaced by TAA. ) Finally, there was no 
evidence that either the cash or services provided helped workers to find higher 
vaae iobs. Of course, it is possible to view TAA simply as compensation for a 
permanent loss of earnings. The present value of the real, af tec-tax earnings 
loss for those permanently laid off was estimated to be about $10,000 to $15,000 
($18,000 to $27,000 in 1984 dollars), with TAA benefits replacing about 30 to 40 
percent of these losses. To make these workers "whole" would have required 
still more generous benefits. 

It should be emphasized that while permanent layoff creates larger earnings 
losses than temporary layoff, many so-called trade-dislocated workers are, as 
noted above, only temporarily unemployed. Conversely, many permanent layoffs 
result from factors Sat have nothing to do with trade. This raises the issue 
of whether eligibility for assistance should be linked to the cause of the 
layoff or to its nature and likely effects. In recent years there has been a 
proliferation of special employee protection programs—each with its own 
structure of benefits and eligibility rules. What they all have in common is 
the desire to compensate workers who lose their jobs due to some kind of 
economic or political change. 

Comprehensive Employment and Training Act (CETA) 

Enacted in 1973, CETA was the nation's major employment and training program 
for almost a decade. However, it never served many dislocated workers. This 
appears to have been the result both of CETA's eligibility rules and disinterest 
on the part of dislocated workers in what CETA had to offer.^ Those who did 
participate fared worse in the labor market than their counterparts who did not 
participate; however, this may say more about the characteristics of those who 
chose tbenter the program than about the effectiveness of CETA services since 
no studies are available that include a well-designed control group. 

Demonstration Programs 

In an attempt to learn more about the best way to assist dislocated workers, 
the Department of Labor funded seven pilot projects in the 1980s. Results on 
their impacts are now available from 2 of these pilot programs: (1) the 
Downriver Community Conference Economic Readjustment Activity Program in 



11 See Corson et al. (1976). GAD found that 67 percent of TAA eligibles 
returned to p re-layoff employment. 

12 Neumann (1978) found effects that were about twice as large but there are 
reasons to believe they are biased upward. 

13 Barth and Reisner for NCEP, 1981. 

14 Ibid. 
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Detroit, Michigan, and (2) the Buffalo Worker Re-Employment Demonstration 
Program. 

Downriver.^ The Downriver program began operation in July 1980 with the 
objective of assisting permanently laid off automotive workers from three plants 
in the Detroit metropolitan area find new jobs. Participants were required to 
complete an initial two-week screening and assessment of their skills and 
aptitudes and to participate in a job search workshop before being assigned to 
classroom or on-the-job training. No cash assistance was provided although 
unemployment insurance exhaustees were eligible to receive the minimum wage for 
each hour they were in class. 

About half of the eligible workers from three manufacturing plants that had 
shut down in the area enrolled in the program, although they typically waited 
about four months after layoff to do so. Of these enrollees, close to 60 
percent received some retraining either in class-size programs developed 
specifically by the project (25 percent), in local educational institutions (28 
percent) or in on-the-job training programs (7 percent). The average duration 
of training was 6 to 8 months and emphasis was placed on technically-oriented 
courses that met employers' needs in growing fields. All enrollees received 
training in how to search for a job and could use the placement and relocation 
services offered by the program. Only 8 percent of participants relocated and 
one-fifth of these later returned to the Downriver area. 

A carefully controlled evaluation of the impact of the program on subsequent 
employment found the following: 

1. For workers from the two plants served during the initial phase of 

the program (1980-1981), the proportion reemployed, the fraction of time 
they were employed, and their average weekly earnings during the two 
years after layoff were significantly higher among program participants 
than among comparable nonpar ticipants from other area plants that had 
closed. 

2. For workers from the third plant served during a later phase of the 
program (1982-83), there were no positive effects associated with the 
program. The authors attribute this to the fact that the area 
unemployment rate increased almost 50 percent between phase 1 and phase 
2, making it much more difficult for any program to be effective, in 
addition, those from the third plant appear to have been poorly 
motivated and may have differed in other ways from those with whom they 
were compared in measuring program impacts. 

3. In both phases, the program significantly increased participants' 
access to training, especially in vocational/technical areas. 

4. Those participants who received training did not fare significantly 
better than those who just received job search and placement assistance. 
However, the authors of the study caution that this statistical result 
may reflect the quality of the training, small sample sizes, the short 
duration of the observation period, or the fact that those who 
participated in training were more disadvantaged than those who did not. 



15 This section draws heavily on Smith, et al« (1984) and Kulik (1984). 
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Buffalo . This program recruited laid off workers from a number of different 
employers but the majority were from the steel and automobile industries. Of 
those recruited, about one-fifth chose to participate. 

As in the Downriver program, participants were put through an initial 
assessment and job search workshop and offered a full range of training, 
relocation, and placement services. Slightly less than half of the participants 
received training, either in the classroom, or on the job. 

Relative to eligible workers who did not participate, participants were more- 
likely to be employed and had higher weekly earnings during the six months 
following the demonstration, with nonwhite and younger workers benefiting the 
most. 

Classroom training and job search assistance produced similar benefits but 
since job search assistance is less costly to provide it was more cost 
effective. (The authors of the evaluation st'idy caution that classroom training 
benefits might be greater over the longer run. ) On-the-job training did not 
have a significant impact on employment. 

Job Training Partnership Act 

Title III of JTPA provides federal funds to the states on a matching basis 
for programs serving displaced workers. As noted earlier, displaced workers are 
defined as those who have lost, or are about to lose, their jobs due to a layoff 
or plant shutdown, who are eligible for, or have exhausted, unemployment 
benefits, and who are unlikely to return to their old occupation or industry. 
Also included are the long-term unemployed and older workers with special needs. 3 
The legislation requires that 70 percent of the funds be spent on training and 
related employment services. Within this requirement, states have considerable 
discretion to allocate the funds to local areas or projects of their own 
choosing. Many are doing so on a request-for-proposal basis; others have 
distributed the funds by formula or by some mixture of project proposal and 
formula. 17 While some states have become involved in actually operating 
programs or in defining eligibility for project funds, many of these decisions 
have been effectively transferred to local project operators. 

Many states have been slow to spend their Title III allocation ($223 million 
in FY 1984), mainly because of the start-up problems associated with a new 



16 Up to one quarter of the funds can be reserved for use by the Secretary of 
Labor on a discretionary basis. The normal matching requirement is 50 
percent with a smaller matching requirement permitted states with above 
average unemployment. Unemployment insurance benefits paid by the state to 
enrollees can be used for up to one half of the matching requirement. In- 
kind services also count. The federal funds are allocated by a formula: 
one-third on the basis of the relative number of unemployed individuals, 
one-third on the basis of the relative excess number of unemployed 
individuals (above 4.5 percent) and one- third on the relative number of 
individuals unemployed for 15 weeks or more. 
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TABLE 13 

Program Statistics on Title III Enrollees and Terminees, 

July 19^-March 1985 



Number of enroll ees 


74*800 


Characteristics of Enrollees (percent) 




Male 


62 


Minority 




Age 22*44 


73 


Economically Disadvantaged 


51 


Receiving Public Assistance 




High School Graduate 


80 


Initial Program Assignment of Enrollees (percent) 




Classroom Training 


23 


On-the-Job Training 


19 


Job Search Assistance 


38 


Other Services 


19 


Number of Termineea 


50,900 


Median Length of Stay cv> Terminees (in weeks) 


16.7 


Proportion of Terminees who Entered Employment 


70 


Average Hourly Wages at Termination 


$5.15 



SOURCE: U.S. Department of Labor, Office of Strategic Planning and Policy 
Development, Division of Performance Management and Evaluation, 
Summary of JTLS Data for JTPA Title IIA and III Enrollments and 
Terminations During January - March 1985 t August 19&5. 
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program and the reliance on a time-consuming project proposal system for 
allocating funds. iS In addition, there have been some complaints about the 
unwillingness of laid-off workers to undergo training, perhaps because they 
believe that they will eventually be recalled to their old jc^. 19 

The only data available so far on the impact of Title III are in the form of 
descriptive statistics collected by DOL as part of the Job Training Longitudinal 
Survey (JTLS). These data covlt enrollment levels, enrollee characteristics, 
initial program assignment, length of stay, terminations, post-program 
employment and wage levels for the first three-quarters of program year 1984 
(July 1984 through March 1985). 20 These data are summarized in table 13. 

The number of enrollees for the first three quarters of the year, 74,800, 
translates into an annual inflow of roughly 100,000 workers. As noted earlier, 
enrollees are predominantly adult, male, white high school graduates. The most 
common service provided was job search assistance followed by classroom 
training, and on~the-job training or other services in that order. 

During July 1984-ftarch 1985, 51,000 people left the program after an average 
stay of about 4 months. Of these, 70 percent found jobs that paid an average of 
$6.15 an hour. 21 

It is, of course, impossible to know whether these outcomes are related in 
any way to participation in the program. 22 The answer to this question will 
have to await further analysis of the experiences of Title III participants 
relative to a similar group of nonparticipants. 

Summary: What Have We Learned? 

The lessons from past programs can be summed up as follows: 

1. Targeting is an issue if resources are not to be diverted to serving 
the temporarily unemployed as in the TAA program. 



18 Because of the slow spending rate, the administration proposed a rescission 
of $120 million of the $223 million appropriated for FY 1985 and a budget of 
$100 million for FY 1986. 

19 Cook and Turnage (1985). 

20 Because the basic sampling unit for the JTLS is a JTPA service delivery area 
and most dislocated worker programs are being run on a project rather than 
an SEA basis, a special sample design had to be developed for Title III 
participants (beginning with FY 1984) and the validity of the data are still 
open to question. 

21 Wore precisely, 70 percent "entered employment" which includes recalls to 
old jobs. 

22 Note: OTA has conducted a telephone survey of states* The majority of those 
reporting (19 out of 30) stated that re-employment wages were lower, on 
average, than those paid on workers' former jobs, with 6 states reporting 
losses of as much as 20 percent. 
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2 The provision of cash assistance is unlikely to promote adjustment and 
may increase unemployment. However, even relatively generous programs 
fail to compensate permanently laid off workers for the earnings losses 
they experience. 

3. Adjustment is facilitated by programs that offer a full range of 
services such as classroom and on-the-job training, job search 
assistance, placement, and relocation. It is most likely to be 
effective when jobs are available in the local labor market and workers 
are well-screened and well-motivated for training. 

4 There is, as yet, no hard evidence that the benefits of training for 
program participants exceed the costs of that training, but this may 
simply reflect the lack of long-term follow-up in most evaluations. 

5. Job search assistance and counselling provide substantially more 
benefits per dollar of program expenditure than does training. 



Unresolved Issues 

In thinking about the future of JTPA Title III, TAA, or other programs for 
displaced workers, a number of basic issues remain to be resolved. These 
include : 

1. The magnitude of the problem. There is currently no agreement on 
the number of displaced workers and the appropriate level of effort 
required to meet their needs. In particular, distinguishing between 
cyclical and structural causes of unemployment or between industries 
suffering permanent long-term declines vs. those temporarily 
impacted by recession or an overvalued dollar is quite difficult. 
Related issues are the extent to which perman nt layoffs can be 
identified beforehand and the extent to which advance warning of manor 
layoffs or plant shutdowns could facilitate the timely provision of 
adjustment assistance and reemployment. 

2. Whether it is feasible or desirable to target on trade-dislocated 
workers as distinct from those permanently laid off for other reasons 
such as technological change, domestic competition, or changing demand 
for the product. 

3. The relationship of displaced worker programs to other labor market 
programs, including the employment service, unemployment insurance, and 
training programs for the disadvantaged. 

4. The possible need for more emphasis on remedial basic education and 
relocation to solve structural unemployment problems combined with some 
evidence that most workers are reluctant to engage in either. 

5. The extent to which training and job search assistance do anything 
other than reshuffle unemployed workers in loose labor markets. 
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The extent to which any services-oriented adjustment program can 
eliminate the earnings losses typically suffered by displaced worker.s 
and the merits of providing some form of cash compensation for these 
losses. While such compensation is expensive and, if improperly 
designed, can create disincentives to work, it may be cheaper than 
protectionism. 

The locus of responsibility for these problems t federal, state, 
local, or private. 
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VIII. Conclusions and Policy Recommendations 

This study of the labor market implications of the growing 
internationalization of the American economy has provided evidence that 
international trade developments indeed have had an adverse impact on employment 
in ©any industries in recent years* However, these impacts seem to have been 
caused much more by short run changes in the exchange rate arising from the 
particular mix of monetary and fiscal policy that has been pursued over the past 
few years than by a fundamental deterioration of U. S. competitiveness in world 
markets. Moreover , trade has had much more of an effect cm where new jobs have 
been created — in service and other non-trade-sensitive industries and not in 
manufacturing and agriculture — than on the total number of jobs created. 
Nevertheless, U. S. labor markets do face adjustments arising fro© the 
increasing internationalization of the economy and sane workers will lose their 
jobs and have litcle prospect of getting the same jobs back in the same 
industries. 

The problems of those facing temporary unemployment due to the overvalued 
dollar and large trade deficit are best addressed by getting our macroeconomic 
house in order. Continued progress in reducing the federal budget deficit 
together with a somewhat more stimulative monetary policy cm bring down 
interest rates and the exchange rate and achieve more balanced growth. As long 
as oil prices remain weak, the risk of inflation associated with a falling 
dollar and expanding economy remains relatively small. 

The problems of those facing longer run structural adjustments are not 
likely to be solved by macroeconomic policy alone, although it is true that it 
will be easier for those losing jobs in shrinking industries to find new jobs if 
the overall labor market is strong rather than weak. Our experience with past 
programs to aid dislocated workers suggests that carefully targeted adjustment 
assistance programs can improve the re-employment prospects of dislocated 
workers. Job search and placement assistance appear to be more cost-effective 
than training. 

Finally, it is important to recognize the futility of pursuing protectionist 
policies. Import restraints may protect seme jobs in some industries in the 
short run but they cost jobs in other industries at the same time and they 
prevent the kinds of long term adjustments that are necessary for healthy long 
run growth. Well-designed adjustment assistance programs stand a better chance 
of helping those hurt by trade while at the same time facilitating appropriate 
adjustments to changing economic conditions. 
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